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INDEPENDENT AUDITOR’S REPORT

Members of the Board
Community Mental Health Authority
Wakefield, Michigan

We have audited the accompanying basic financial statements of Community Mental Health
Authority, a component unit of Gogebic County, Michigan and its discretely presented component unit as of
and for the year ended September 30, 2006, as listed in the table of contents. These financial statements are
the responsibility of Community Mental Health Authority’s management. Our responsibility 1s to express an
opinien on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Community Mental Health Authonity and its discretely presented component unit as of
September 30, 2006, and the results of its operations and changes in its fund balance for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
February 1, 2007, on our consideration of Community Mental Health Authority’s internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing and not to provide an
opinion on the intemal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.



The management’s discussion and analysis and budgetary comparison information on pages 5
through 10 and page 33, respectively, are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inguiries of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit the information and express no opinion cn it.

Joki, Mabeba. £ Ptlack, Pric

Certified Public Acceountants

Ironwood, Michigan
February 1, 2007



MANAGEMENT’S DISCUSSION AND ANALYSIS
COMMUNITY MENTAL HEALTH AUTHORITY

Year ended September 30, 2006

Management’s Discussion and Analysis

This section of the Community Mental Health Authority’s (Authority) annual financial report
presents our discussion and analysis of the Authority’s financial performance during the vear ended
September 30, 2006. It is to be read in conjunction with the Authority’s financial statements, which
immediately follow. This is a requirement of the Governmental Accounting Standards Board Statement
No. 34 (GASB 34) Basic Financial Statemenis — and Managements Discussion and Analysis — for Stare
and Local Governments and is intended to provide the financial results for the fiscal year ending
September 30, 2006.

Government-wide Financial Statements

The Government-wide financial statements appear first in the financial report. These financial
statements include the statement of net assets and the statement of activities. They report information
about the Authority as a whole, The statements are prepared using the accrual basis of accounting which
is the accounting used by most private sector businesses. The statement of net assets includes all of the
Authority’s assets and liabilities. All current year revenues and expenses are reported in the statement of
activities. The two statements report the governmental activities of the Authority that include all services
performed by the Authority. These activities are funded primarily by federal and state monies.

The statement of net assets shows the Authority’s assets and liabilities. The corresponding
balance between the assets and liabilities equals the net assets or deficit of the Authority. A deficit occurs
when there are more liabilities than there are assets to pay those liabilities. This statement measures the
financial strength of the Authority; the greater the net asset figure, the healthier the financial position of
the Authority generally is. It helps management determine if the Authority will be able to fund current
obligations and whether they have resources available for future use.

The statement of activities shows the current year change in net assets on a revenue less expense
basis. It generally shows the operating results for a given year of the Authority. Any excess of revenues
over expenses results in a surplus for the year that in turn increases the net assets (or reduces a deficit)
available to fund future needs of the Autherity.

Fund Financial Statements

The Authority’s fund financial statements show detail of funds that are determined tol be
significant, called major funds. The Authority has only one fund. That fund is a Governmental Special
Revenue Fund, which is a major fund. The Authority has no nonmajor funds.

Governmental funds are accounted for by the modified accrual method of accounting (flow of
current financial resources measurement focus). This method records revenues when all applicable
eligibility requirements are met and resources are available to finance expenditures of the fiscal period.
Expenditures are recorded when the related liability is incurred. The governmental fund financial
statements show the detail of operations for a given year according to this method of accounting. This 13
similar to how the Authority reported their finances in the past. The individual fund statements help
management determine what financial resources are available on a short-term basis to fund operations.

h



MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED}

Fund Financial Statements (Continued)
Since the government-wide financial statements and the fund financial statements use different
methods of accounting to report the Authority’s financial condition, a reconcihiation is included in the

financial statements showing the differences between the two types of statements.

Government-wide Financial Statements — Condensed Financial Information (Primary Government
Only)

Statement of Net Assets

The following is a September 30, 2006 and 2005, condensed statement of net assets with a
detailed analysis below.

Governmental Activities
September 30,

2006 2005
ASSETS
Current Assets:
Cash 5 257,297 ¢ 23,523
Accounts receivable 171,372 199,543
Prepaid expenses 286,194 290.343

Total Current Assets h) 714,863 % 513.409

Noncurrent Assets:
Restricted cash h) 256,888 $ 28135
Capital assets, net of accumulated depreciation 2.132.884 2.190.425

Total Noncurrent Assets $ 2389772 0§ 2471.775

Total Assets $ 5104635 § 2985184




MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Government-wide Financial Statements — Condensed Financial Information (Primary Government

Only) (Continued)

Statement of Net Assets (Continued)

LIABILITIES

Current Liabilities:
Accounts payable
Accrued payroll and related fringe benefits
Other current liabilities

Total Current Liabilities
Long-term liabilities, net of current portion

Total Liabilities
NET ASSETS

[nvestment in capital assets, net of related debt
Restricted for employee benefits
Unrestricted

Total Net Assets

Governmental Activities

September 30,

2006 2005
$ 591,563 5 244,375
80,897 73,963
203.932 208,217
3 876,392 § 526,555
1,526,709 1.682.806
§ 2403101 § 2209361
3 655,288 3§ 603,383
35,33 30,808
10912 141.632
hy 701,534 % 775,823

The Authority’s net assets are $701,534 at September 30, 2006. Capital assets, net of related debt
are $655,288. This figure is derived by taking the original costs of the Authority’s assets, subtracting
accumuiated depreciation to date and comparing this figure to the amount of long-term debt used to

finance the acquisition of those assets.

Restricted cash of $256,888 as of September 30, 2006, is restricted to pay for compensated

absences.

The unrestricted net assets are $10,912 as of September 30, 2006. This is the net accunulated
results of the current and past years’ operations. The nature of the Authority’s operations 1s based on state
aid and Medicaid funds received to fund various mental health related programs. The Autbority did not
receive ample general funds from the state to cover their general fund expenditures. The Authority was
forced to utilize their fund balance to cover their general fund over expenditures.



MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Statement of Activities

The results of operations for the Authority as a whole are reported in the statement of activities.
This statement reports the changes in net assets for the fiscal years ended September 30, 2006 and 2005.

Governmental Activities
Year ended September 30,

2006 2005
Revenue:
Program Revenues:
Charges for services § 417,052 § 472,609
Operating grants and contributions 76,219 79,142
General Revenues;
State aid and medicaid 5,443,084 5,224,422
Other 182.816 188.380

Total Revenue $ 6,119,171 § 5,964,553

Program expenses -
Health and welfare 6,192,054 5,914,320

Special item - loss an disposal of assets {1.406)

Increase (Decrease)} in Net Assets 3 (74,289) ¥ 50.233

The Authority had an overall decrease in net assets of $74,289 for the year ended September 30,
2006.

The Authority’s total revenues were $6,119,171. Of this amount, 4,499,298, or 74%, were from
federal Medicaid funds, $943,789, or 15%, were state grants and $417,052, or 7%, were from charges for
services, The balance was primarily a transfer from Gogebic County and interest and investment
earnings.

The Authority’s total cost to fund all govermmental activities was $6,192,054. A majonity of these
costs were funded by other governmental agencies. This shows the Authority has reliance on the federal
and state government to provide funding for their programs and administrative costs.



MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Governmental Fund Budgetary Items

During the year, the Authority revised its original budget two times to account for the changing
environment of funding sources. A schedule showing the Authority’s original budget, final budget and
the actual results are included as required supplementary information in the financial section of the audit
report.

The original budget was amended throughout the year to project the Authority’s financial position
as of September 30, 2006. The budgeted revenues were increased to include: new revenues for the
Medicaid Children’s Waiver and the Veterans Administration contract, an increase in MI Child revenue
received from the State, to increase the Department of Community Health revenue to the state
authorization and to increase the Medicaid revenue received from Pathways through the Medicaid sub-
contract. The budgeted revenues were decreased in OBRA revenue and Client Fees for Insurance to
reflect actual revenue. The budgeted expenditures were increased to include an increase in consumers
placed in the state facilities, additional physician costs for the outpatient program, the addition of the
Children’s Waiver program and increase in the uiilization of the Respite program. The budgeted
expenditures were decreased and adjusted to reflect program changes and reorganization of the Authority
to account for various retirements in key positions.

The actual results were comparable to the final budget in all areas except for the charges for
services, which was less than the amount budgeted. This variance is reported in Note C to the {inancial
statements and in the Supplemental Report section of the audit report. The variance for the charges for
services was due to the estimation of Medicaid and insurance revenue in the final budget for the fiscal
year. Both budgeted revenues are based upon the estimation of services to be provided to consumers with
either Medicaid eligibility or those with a billable third party insurance which is dependent upon the need
of the consumers in our county.

Capital Assets

At September 30, 2006, the Authority had $2,132,884 invested m capital assets. This amount
decreased during the past fiscal vear by $57,541, consisting of additions totaling $71,272 and depreciation
charges of $117,490. Capital asset additions consisted mainly of two vehicles and a copier.

Debt

The Authority had $1,795,242 of long-term liabilities at September 30, 2006. This amount
consists of $1,500,000 of a capital lease payable, $74,388 of notes payable to bank and $221,554 of
accrued paid time off benefits pavable to employees. During the year ended September 30, 20006, the
Authority obtained additional bank financing for the purchase of two vehicles. Last year the capital lease
payable was restated due to the bonds to finance the building under the original lease being refunded.
The refunding will save the Authority $170,390 with an economic gain of $145,400.



MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Future Considerations

The Authority does not receive sufficient general fund dollars from the State to fund its general
fund expenditures. In past years, the State has partially funded these over expenditures through the year
end cost settlement. For fiscal year 2005-2006 the state removed it’s obligation to partially fund these
over expenditures and the Authority was forced to use fund balance to cover their full cost. The Authority
has been addressing this issue for the past four years. State facility and community inpatient costs for
indigent consumers are the majority of the Authority’s general fund expenditures. These are not areas the
Authority can remove or reduce from their budget. The Authority continues to analyze staffing plans,
reorganize and implement program changes and evaluate employee benefits. The Authority did research a
merger with a neighboring Community Mental Health Board in which the neighboring board was not
interested in merging with the Authority. The Authority will need to continue to look forward and
determine a way to balance their general fund budget as they cannot continue to cover these over
expenditures with their fund balance.

Contacting the Authority
If you have any questions about this report or need additional mformation, contact the Autherity

offices at Community Mental Health Authority, 103 W. U.S. 2, Wakefield, MI 49968, telephone number
{906) 229-6100.
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STATEMENT OF NET ASSETS
COMMUNITY MENTAL HEALTH AUTHORITY

September 30, 2006

Primary Component
Government Unit
ASSETS
CURRENT ASSETS
Cash 5 257297 § 176,491
Accounts receivable:
State of Michigan 59,699
Patients, less allowance of $2,300 36,301
Other 75,372
Prepaid expenses 286.194
TOTAL CURRENT ASSETS § 714,863 % 176,491
NONCURRENT ASSETS
Restricted cash i) 256,888
Tnamortized bond issuance costs g 59,018
Capital lease receivable 1,555,000
Unamortized deferred amount on capital lease restatcment (96,792)
Capital assets 3,438,205
Accumulated depreciation {1.305.321)
TOTAL NONCURRENT ASSETS 2386772 % 1,317.226
TOTAL ASSETS § 3,104,635 § 1,493,717
LIABILITIES
CURRENT LIABILITIES
Accounts payable:
State of Michigan % 164,846
Other 426,717
Accrued payroll and related fringe benefits 80,897
Interest payable 314591 % 31,491
Current portion of long-term liabilities 172.441 145.000
TOTAL CURRENT LIABILITIES § 876,392 % 176,491
LONG-TERM LIABILITIES
Compensated absences $ 221,534
Capital lease/revenue bonds payable 1,500,000 3 1,500,000
Unamortized bond discount (6,044)
Unamortized deferred amount on bond refunding (25,587)
Unamortized deferred amount on capital lease restatemnent (96,792
Noles payable to bank 74,388
Less current portion _ (172441 145.000
TOTAL LONG-TERM LIABILITIES § 1.526.709 § 1.323.369
TOTAL LIABILITIES § 2403101 § 1.499.860
NET ASSETS
Investment in capital assets, net of related debt i) 633,288
Restricted for emplovee benefits net of related liabilities 35334
Restricted for debt service {deficit) Ay (6,143)
Unrestricted 10.912
TOTAL NET ASSETS § 701,534 3 (6,143}

The accompanying notes are an integral part of the
financial statements.
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BALANCE SHEET - GOVERNMENTAL FUND
COMMUNITY MENTAL HEALTH AUTHORITY

September 30, 2006

ASSETS
Cash £ 257,297
Restricted cash 256,888
Accounts receivable:
State of Michigan 59,699
Patients, less allowance of $2,500 36,301
Other 75,372
Prepaid expenses 286,194
§  971.751
LIABILITIES AND AUTHORITY EQUITY
Accounts payable:
State of Michigan $ 164,846
Other 426,717
Accrued payroll and related fringe benefits 80,897

Total Liabilities $ 672,460

Authority equity -
Fund balance:
Reserved $ 221,556
Unreserved 77,735 299.291

5 971,751

The accompanying notes are an integral part of the
financial statements.
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RECONCILIATION OF THE GOVERNMENTAL FUND BALANCE SHEET
WITH THE STATEMENT OF NET ASSETS

COMMUNITY MENTAL HEALTH AUTHORITY
September 30, 2006

Total fund balance of governmental fund § 299.29]
Amounts reported for governmental activities in the statement of net assets are different because:

Additions:
Capital assets used in governmental activities are not financial resources and
therefore are not reported as assets in the governmental fund.
The cost of the capital assets $  3.438205
Accumulated depreciation (1.305,321) 2,132,884
Unamortized deferred amount on capital [ease restatement is not a
financial resource and therefore is not reported as an asset in the
governmental fund. 96,792

Reductions:
Long-term liabilities are not due and payable in the current period and
therefore are not reported as liabilities in the governmental fund.

Compensated absences $ (221,554)
Capital lease payable (1,500,000)
Note payable to bank (74,388) (1,795,942)
Accrued interest payvable is not included as a liability in
governmental activities (31.491)
Total net assets of governmental activities $§ 701,534

The accompanying notes are an integral part of the
financial statements.
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STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE -

GOVERNMENTAL FUND

COMMUNITY MENTAL HEALTH AUTHORITY
Year ended September 30, 2006

Revenues:
Federal grants
State grants

Charges for services
Other

Expenditures:
Current expenditures -
Health and welfare:
Board administration
Prevention grant
Clinical Services
Clinical Support Services

Vocational/Skill Building Programs

State and Community Inpatient
Residential

Capital outlay

Debt service:
Principal
Interest

Other Financing Sources:
Transfer from Gogebic County
Proceeds from borrowing
Proceeds from sale of assets

Fund balance at QOctober 1, 2005

The accompanying notes are an integral part of the

financial statements.
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3 58,194
961,814
4.916,347
71.191
£ 6,007,346
$ 1,374,597
62,498
1,409,334
153,352
391,271
611,815
_2.034.031
£ 6,036,898
71,272
$ 159,271
64.120
§ 223391 6,331,561
Deficiency of Revenues Over Expenditures 3 (324,013)
3 111,625
38,325
9.915 159.865
Excess of Revenues and Other
Financing Sources Over Expenditures $  {164,130)
463.441
FUND BALANCE AT SEPTEMBER 30,2006 §  299.29]



RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE WITH THE STATEMENT QF ACTIVITIES

COMMUNITY MENTAL HEALTH AUTHORITY
September 30, 2006

Total net change in fund balance - governmental fund $ (164,130)
Amounts reported for governmental activities in the statement of activities are different because:

Capital outlays to purchase or construct capital assets are reported as expenditures in
governmental funds, For governmental activities, those costs are shown i the statemenr
of net assets and allocated over their estimated useful lives as annual depreciation
expenses in the statement of activities. This is the amount by which depreciation
exceeds capital outlays in the period.

Capital outlay 3 71,272
Depreciation expense {117.490) (46,218)

In the statement of activities, only the gain on the disposed assets are reported. In the
governmental funds, proceeds from the disposal increases financial resources.
Thus, the change in net assets differs by the net book value of the asset disposed. (11,321)

In the statement of activities, only the amortization of the deferred amount on capital
lease restatement is reported. (11,500)

Bond and loan proceeds are an other financing source increasing financial resources, but
they tcrease long-term liabilities in the statement of net assets and do not affect the
statement of activities. (38,325)

Repayment of bond and loan principal is an expenditure in the governmental funds, but it
reduces long-term liabilities in the statement of net assets and does not affect
the statement of activities. 159,271

Interest on long-term debt in the statement of activities 1s recorded as the interest
is incurred. In the governmental funds, interest 1s recorded as an expenditure
in the funds when 1t is paid. The additional interest recorded in the change
in the governmental fund balance is due to the reduction in accrued terest
from the beginning of the fiscal year to the end of the fiscal year. 8,968

In the statement of activities, operating expeuses for compensated absences is measured
by amounts sarned during the year while the governmental funds report expenditures

as amounts are paid. This year the amount paid for compensated absences was more
than the amount eamed by $28,986. 28.986

Change in net assets of governmental activities 74,2

The accompanying notes are an integral part of the
financial statements.
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NOTES TO FINANCIAL STATEMENTS
COMMUNITY MENTAL HEALTH AUTHORITY

September 30, 2000

NOTE A - REPORTING ENTITY

Community Mental Health Authority began as the Gogebic County Community Mental Health
Board, which was organized by Gogebic County to provide mental health services to Gogebic County
residents under State of Michigan Public Act 258 of 1974, as amended by Public Act 290 of 1995. On
April 24, 2002, under the authority of the same Public Acts the Gogebic County Board of Commissioners
duly adopted various resolutions changing the Board’s status to that of an Authority and the name to
Community Mental Health Authority (the Authority). The resolutions were filed with the State of
Michigan and became effective on April 29, 2002.

The Authority operates under the direction of an admmistrative board consisting of twelve
members appointed by the Gogebic County Board of Commissioners.

The Authority 1s, under the requirements of GASB Statement Number 14 for financial-reporting
purposes, considered a component unit of Gogebic County, Michigan due to the Gogebic County Board
of Commissioners appointing the Authority’s Administrative Board, the Authority continuing to be a part
of Gogebic County, Michigan’s retirement plan and upon dissolutton, some of the Authority’s assets will
be transferred to Gogebic County, Michigan.

Also, under the requirements of GASB Statement Number 14 for financial reporting purposes,
the MHF Sub G Human Services, Inc. (MHF Sub G), a nonprofit corporation, is considered a component
unit of the Authority and s discretely presented in the financial statements. MHF Sub G was formed for
the sole purpose of issuing bonds and constructing buildings, which are leased to the Authority under a
capital lease. MHF Sub G operates under the direction of a Board appointed by the Authority’s Board
and made up of Authority personnel. MHF Sub G’s only asset is the amount due from the Authority for
the capital lease, which is under the same terms as the bonds payable by MHF Sub G.

These financial statements present only Community Mental Health Authority and its component
umit,

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Authority conform to accounting principles generally accepted in
the United States as applicable to governmental units. The Governmental Accounting Standards Board
(GASB) 1s the accepted standard-setting body for establishing governmental accounting and financial-
reporting principles. The following is a summary of the significant accounting policies:



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Basis of Presentation

Government-Wide Financial Statements

The government-wide financial statements (Statement of Net Assets and Statement of Activities)
report information for all of the activities of the Authority. The activities of the Authority are considered
to be governmental activities.

The government-wide financial statements report all financial and capital assets, short and long-
term liabilities, revenues, expenses, gains and losses using the economic resource measurement focus and
the accrual basis of accounting. All revenue is recorded when eamed and expenses are recorded when a
liability is incurred.

The Statement of Activities reports net cost information based on the Authority’s functions.
Direct expenses are listed by function with program revenues for each function offset against those
expenses. The Authority has one function, health and welfare, and all of its program revenues are
generated from charges for services and operating grants that are restricted for certain purposes.

Fund-based Financial Statements

Separate financial statements are provided on the basis of funds, which are considered separate
fiscal and accounting entities. The Authority has only one fund. That fund is a special revenue fund
which 1s the major governmental fund.

Governmental funds are accounted for using the modified accrual basis of accounting and the
flow of expendable financial resources (measurement focus). Under the modified accrual basis of
accounting, revenue is recognized when the revenue is subject to accrual, eligibility requirements are met
and the revenues are available to finance expenditures of the fiscal period. Revenue is considered
available when the revenue has been collected in the current period or soon enough after the end of the
period to use to pay current fund liabilities. Expenditure-based grants are recognized as revenue when
revenue is available, the qualifying expenditures have been incurred and all other grant requirements
have been met. Expenditures, if measurable, are recorded when they have used or are expected to use
current expendable financial resources.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Accounts Receivable - Patients

The Authority grants credit to individuals for various types of mental heajth services performed.
A vast majority of the patient accounts receivable consist of amounts due from non-Medicaid third party
payors and individuals. An allowance for uncollectible outpatient accounts (individuals), based on past
experience, has been recorded in the financial statements. The Authority is under a capitated system
where the Medicaid funds are paid monthly based on a formula using Medicaid rates and past experience.
These funds are passed through Northcare Network, an affiliation of Mental Health Autherities in the
Upper Peninsula of Michigan. Northcare Network 1s a part of Pathways Behavioral Health.

Accounts Pavable

The amount due the State of Michigan consists principally of amounts due to the Department of
Community Health for amounts due for inpatient care and group home leases. Other accounts payable
consist prirnarily of amounts of unspent Medicaid funds due back to Pathways Behavioral Health.

Capital Assets and Depreciation

Capital assets include land, butldings and improvements, furniture and fixtures, equipment and
vehicles and are reported in the Government-wide financial statements. Capital assets are defined by the
Authority as assets with an acquisition cost of more than $5,000 with an estimated useful life in excess of
four years. Assets meeting this criteria are recorded at historical cost. Any donated capital assets are
recorded at estimated fair market value at the date of donation. The costs of capital assets are charged to
expense using an annual allocation of depreciation expense. Taking the depreciable cost of an asset and
dividing that cost by its estimated useful life calculates the annual expense. The expense is recorded in
the Government-wide Statement of Activities and included as a direct expense of each program based on
an allocation process.

The capital assets are depreciated using the straight-line method with a full-month of
depreciation taken for assets purchased after the fifteenth of each month and no depreciation taken for
those assets purchased prior to or on the fifteenth of each month over the following useful lives:

Buildings 40 vears
Furniture, fixtures and other equipment 5-10 years
Vehicles 4 years

Investment in Capital Assets. Net of Related Debt

This is a portion of the net assets of the Authority that consists of capital assets, net of
accumulated depreciation and reduced by long-term liabilities for notes, bonds and other debt attributable
to the acquisition, construction or improvement of those assets.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Restricted Net Assets

Net assets are restricted when there are constraints placed on their use by external parties or by
statute.

Unrestricted Net Assets

Net assets not meeting either criteria above are considered unrestricted.
Fund Balance

In the governmental fund-based financial statements, the fund balance represents the amount
available for budgeting future operations. The reserved fund balance represents the tentative and

required plans for future use of financial resources.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Budgets

The Authority signs contracts with Pathways Behavioral Health and the Michigan Department of
Community Health bi-annually with amendments occurring as needed. Included in the contracts are
spending plans for the various programs, which are under constant revision throughout the year. The
spending plans basically cover the state and locally funded programs and, after approval by both entities,
are adopted by the Authority as its budget on the functional level. As a result of this, the budgetary basis
differs from that used to present the financial statements in conformity with generally accepted
accounting principles (GAAP). The plans and budget are monitored, amended at various times during
the year and lapse at year end.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE C - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Public Act 275 of 1980 Disclosure

There was not an accumulated fund balance deficit as of September 30, 2006.

Public Act 621 of 1978 Disclosure

Public Act 621 of 1978 requires local units of government to prepare and to menitor their fiscal
year budgets in accordance therewith. The Act provides that a local unit must amend 1ts budget 1f 1t
becomes apparent that the local unit’s actual revenues will deviate from those budgeted, or if the local
unit’s expenditures will exceed the amounts appropriated. During the year ended September 30, 2006,
the Authority monitored and amended its budget and was in substantial compliance with the Act except
for the following:

Actual
(Budgetary Unfavorable
Budget Basis) Variance
Revenues - Charges for services $ 5,066,197 §4,916,347 § 149,850

Budgetary — GAAP Reporting Reconciliation

The Statement of Revenues, Expenditures and Changes in Fund Balance (Budgetary Basis) and
Comparison with Budget presents comparisons of the legally adopted budget with actual data on a
budgetary basis. Because accounting principles applied for purposes of developing data on a budgetary
basis differ significantly from those used to present financial statements in conformity with GAAP, a
reconciliation of resultant basis, timing, perspective and entity differences in (deficiency) of revenues
and other sources of financial resources over expenditures and other uses of financial resources for the
year ended September 30, 2006, 1s presented below:

Special
_ Revenue
Excess of revenues and other financing source
over expenditures (budgetary basis) $  (111,621)
Adjustments to revenues and expenditures:
To record proceeds from borrowing 38,325
For capital outlay {71,272)
Ta remove depreciation 168,675
For debt service principal pavments (159,271)
For compensated absence payments {(28.986)
Excess of revenues and other financing source
over expenditures (GAAP basis) §  (164.150)



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE D - CASH

Deposits were made in accordance with State of Michigan statutes and under authorization of the
Administrative Board.. State of Michigan statutes authorize investments in: direct obligations of the
United States or an agency of the United States; banks which are members of the Federal Deposit
Insurance Corporation; commercial paper rated at the time of purchase within the three highest
classifications established by no fewer than two standard rating services; United States povernment or
agency obligation repurchase agreements; bankers’ acceptances of United States banks; certain mutual
funds and certain common stocks.

The Authority uses accounts payable and payroll checking accounts, which are on an imprest
system with bank balances reconciling to zero along with various other checking and savings accounts all
in the same local bank. At September 30, 2006, cash on deposit in the financial institution totaled
$701,040 of which $200,000 was covered by depository insurance and $501,040 exceeded msurance
coverage. The Authority places its deposits with what it believes to be a high quality financial
institution.  Although such deposits exceed federally insured limits, they are, in thc opinion of the
Authority, subject to minimal risk.

At September 30, 2006, the component unit had cash on deposit of $176,491 of which $100,000
was covered by depository insurance and $76,491 exceeded mmsurance coverage.

Restricted cash includes $256,888 restricted for payment of compensated absences.
NOTE E - COMPENSATED ABSENCES

The Authority has a written policy providing for payment of sick, personal and vacation leave.
All compensated absences are combined as Paid Time Off with hours credited at a rate of 6.62 hours for
every 80 hours worked for residential employees and 7.54 for non-residential employees. Additional
Paid Time Off of 16 to 64 bours per year is accrued for employees with continuous years of service
ranging from 5 to over 20 years. The maximum accrual for unused Paid Time Off is 640 hours. This is
also the limit of hours paid upon termination. Employees have the option of selling unused Paid Time
Off back to the Authority annually under certain eligibility criteria. Each employee’s accumulated Paid
Time Off is computed by applying cuitent rates of pay times total accumulated hours, limited by the
zbove policies. The total, $221,556 at September 30, 2006, 1s reported i the financial statements as a
liability in the Statement of Net Assets and as a reserved fund balance in the Governmental Fund Balance
Sheet. Payment in lieu of accrued sick leave for those who did not sell or convert their hours to Paid
Time Off is allowed only for employees who separate from employment for retirement purposes and 1s
paid at a rate of fifty per cent of unused sick leave, which cannot exceed 90 workdays. Paid Time Off
and sick leave utilized during the year are recorded as a current expenditure.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE F - RETIREMENT SYSTEM

The Authority participates in Gogebic County’s single-employer defined benefit pension plan
that covers substantially all of its employees. County ordinance assigns the authority to establish and
amend the benefit provisions of the plan to the County Board of Commissioners. The plan is included in
the audited financial statements of County of Gogebic, Michigan, as of and for the year ended
December 31, 2005, with additional information disclosed in Note Q to the financial statements.

Essentially all employees are eligible to participate in the System. All employees who retire at or
after the time when the sum of age plus years of credited service is equal to 70, age 60 with § ycars of
credited service or 20 years of service, are entitled to annual retirement benefit, payable monthly for life,
equal to total service years times 2.5% of final average compensation. Final average compensation is the
employee’s highest three years out of the last ten.

Benefits fully vest upon reaching & vears of service. The System also provides death and
disability benefits. Benefits are established by State statute. The Authority makes all required payments
for its members.

On December 2, 2003, the employees of the Authority voted to opt out of social security and
elected an altemative to the social security benefit package. The alternative to the social security benefit
package included enhancements to the current defined benefit pension plan through Gogebic County and
the addition of a 401(a) money purchase plan. The enhancements to the pension plan included an
increase in multiplier to 2.5% for both non-residential and residential employees, change in the final
average compensation to the best three out of the last ten years, addition of the Deferred Retirement
Option Plan (DROP), the cost of the 70 and out plan, and other options available at the time of
retirement, In 2003, the contribution into the pension fund for the employees of the Authority was 8.96%
and the contribution into social security was 12.4% to total 21.36%. With the enhancements of the
alternative to social security plan, the contributions into the pension plan for employees are 20.2%. This
contribution is funded by a 6.2% employee contribution and a 14% emplover contribution. The
employer also contributes 2.64% for non-residential employees and 1.45% for residential employees into
the 401(a) money purchase plan. This difference in contribution into the 401(a) plan is due to the
difference in cost to increase the pension multiplier to 2.5% as non-residential employees were
previously at 2.0% while residential employees were at 1.6%.

Employer retirement contributions for the years ended September 30, 2006, 2005 and 2004, were

$341,101, $286,207 and $394,379, respectively, in accordance with actuarially delermined contribution
requiremments.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE G - OPERATING LEASES
During the year the Authority paid $43,901 for buildings leased for various programs, computer
software and a postage meter under operating leases. Future minimum operating lease rental payments

are $41,644 for each of the three years ending September 30, 2009 and $16,309 for the year ending
September 30, 2010,

The Authority’s clinic and administrative operations building and a group home are leased under
a capital lease described in Note I.

NOTE H - PREPAID EXPENSES

Prepaid expenses at September 30, 2006, consist of the following:

Capital lease payment $ 176,399
Health insurance 73,763
Various 36,032

§F 286,194

NOTEI- CAPITAL ASSETS

Capital asset balances and activity for the year ended September 30, 2006, were as follows:

Balance at Balance at
October 1, Septernber 30,
2005 Additions Deductions 2006
Land $ 4,128 % 3,589 3 7,717
Buildings 2,469,897 2,469,897
Equipment 986,471 67.683 § 93,563 960,591

§ 3,460,496 % 71,272 § 93,563 § 3,438,205

Accumulated depreciation:
Buildings § 5343576 3 52,232 £ 586,808
Equipment 735,495 65258 % 82,240 718.513

$ 1,270,071 $ 117490 % 82.240 3§ 1,305.321

§ 2190425 §  (46.218) % 11323 § 2,132,884




NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE J - GENERAL LONG-TERM DEBT

Changes in long-term debt are summmarized below:

Balance at Balance at Amount
October 1, September 30, Due Within

2005 Additions Deductions 2006 One Year
Compensated absences (Note E}  § 250,542 $ 28,988 % 221,554 § 0
Capital lease payable 1,635,000 135,000 1,500,000 145,000
Note payable to bank 60.334 § 38,325 24271 74,388 27441

$1.945.876 § 38325 § 188.259 § 1.795942 § 172441

The aggregate amounts of long-term debt principal and interest maturities (excluding
compensated absences) for the five years ending September 30, 2011, and in five-year increments after
until maturity are:

Principal Interest Total
2007 $ 172,441 % 63,030 § 235471
2008 176,857 57,162 234,019
2009 169,309 48,769 218,078
2010 170,781 42,130 212,911
2011 165,000 35,081 200,081
2012 -2015 720,000 66.560 786.560

Totals 31574388 3 312732 § 1.887.120

Capital Lcase Payable

During February 1995 the Authority entered into a 20-year Jease with its component unit to lease
a clinic and administrative operations building and a group home. The payments are to be sufficient to
provide for the principal and interest due on the bonds issued by its component unit to construct the
buildings. On February 28, 2005, this lease was updated as the component unit issued 2005 Revcnue
Refunding Bonds of $1,635,000 and used the proceeds to refund the original bonds of $1,520,000. The
interest rates vary from 4% to 4.625%. (Further described in Note N.) At the end of the lease, the
ownership of the buildings is to be turned over to Gogebic County, Michigan, with no financial
obligation to the County and for the County to manage at its discretion. The principal value of the bonds
has been capitalized and recorded as a capital asset. The required lease payments are sufficient to cover
its component unit’s principal and interest payment due on October 1 and April 1 of each year. The
present value of the net minimum lease payments is equal to the total principal due on the bonds of the
component unit. A summary of the annual payments follows:
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE J - GENERAL LONG-TERM DEBT (CONTINUED)

Capital Lease Payable (Continued)

Year ending September 30, Principal Interest Total
2007 $ 145,000 $ 60,081 § 205,081
2008 150,000 54,181 204,181
2009 155,000 48,081 203,081
2010 165,000 41,681 206,681
2011 165,000 35,081 200,081
2012 170,000 28,275 198,275
2013 175,000 20,941 195,941
2014 185,000 12,950 197,950
2015 190.000 4,394 194.394

$ 1.500,000 § 305,665 § 1.805,665

Notes Pavable to Bank

The notes payable to bank consist of the following notes payable to First National Bank of
Wakefield, Michigan:

A note payable dated August 23, 2004, the proceeds of which were used to buy four automobiles.
The note is collateralized by a savings account. The note bears an interest rate of £.4% and requires a
monthly payment of $1,356, inciuding interest. A summary of annual payments follows:

Year ended
September 30. Principal Interest Total
2007 ) 15272 § 1,005 $ 16,277
2008 13.238 1.602 14.840

A 28,510 3 2,607 % 31,117
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NOTES TO FINANCIAL STATEMENTS (CONTINUED}

NOTE J - GENERAL LONG-TERM DEBT (CONTINUED}

Notes Pavable to Bank (Continued)

A note payable dated February 25, 2005, the proceeds of which were used to buy a Kubota
tractor. The note is collateralized by the tractor. The note bears an interest rate of 4.4% and requires a
monthly payment of $364, including interest. A summary of annual payments follows:

Year ended
September 30, Principal Interest Total
2007 $ 3,833 § 539§ 4372
2008 4,006 366 4,372
2009 4,189 182 4371
2010 1.428 393 1.821

hY 13456 § 1,480 § 14.936

A note payable dated January 5, 2006, the proceeds of which were used to buy an automobile.
The note is collateralized by the automobile. The note bears an interest rate of 5.0% and requires a
monthly payment of $452, including interest. A summary of annual payments follows:

Year ended
September 30, Principal Interest Total
2007 3 4277 % 693 % 4,970
2008 4931 491 5,422
2009 5,188 234 5,422
2010 1,789 18 1.807
3 16,185 % 1.436 % 17.621

A note payable dated February 21, 2006, the proceeds of which were used to buy a van. The note
is collateralized by the van. The note bears an interest rate of 5.11% and requires a monthly payment of
$£434, including interest. A summary of annual payments follows:

Year ended
September 30, Principal Interest Total
2007 b 4,056 % 712 % 4,771
2008 4,682 522 5,204
2009 4,932 272 5,204
2010 2.564 38 2.602
$ 16.237 § 1.544 % 17.781
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE K - DEFERRED COMPENSATION FUND

In addition to the normal retirement plan discussed in Note F above, the Authority offers its
employees a deferred compensation plan created 1n accordance with Internal Revenue Code Section 457.
The plan, available to substantially all employees, permits employees to defer a portion of their salary
until future years. Participation in the plan is optional. The deferred compensation is not available to
employees until termination, retirement, death or unforeseeable emergency. All amounts of
compensation deferred under the plan and all income attributable to those amounts, are (until paid or
made available to the employee or other beneficiary) held in a trust for the exclusive benefit of plan
participants and their beneficiaries.

Investments are managed by the plan’s trustees under one of several investment options, or a
combination thereof. The choice of the investment option 1s made by the participants.

It has been determined that the Authority does not have any fiduciary responsibility regarding
this Plan and, accordingly, has not recorded any of its assets or activities in its financial statements.

NOTE L - RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. Tbe Authority
manages its risk by purchasing mnsurance coverage through Michigan Municipal Risk Management
Authority (MMRMA), a public entity nisk pool providing property and liability coverage to its
participating members. MMRMA 1s created by authority granted by the laws of the State of Michigan to
provide risk financing and risk management services to cligible Michigan local governments,. MMRMA
1s a separate legal and administrative entity as permitted by Michigan laws. The Authority 1s eligible to
be a member of MMREMA.

The Authority is rcsponsible to pay all costs, including damages, indemnification and aliocated
loss adjustment expenses for each occurrence that 1s within the member’s self insurance retention (SIR).
Authority SIR and deductibles are as follows:

Coverage Deductible Self Insured Retention
1. Liability None State Pool Member
2. Vehicle Physical Damage $250/Vehicle State Pool Member
3. Property and Crime $250/ Occurrence State Pool Member
4, Sewage System Overflow N/A

Coverage limits vary depending upon the type of claim. Coverage limits can be found in the
Coverage Overview Document and are generally up to $10,000,000 of occurrence-based casualty
coverage for each incident and up to $4,257,124 of occurrence-based property coverage.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTET. - RISK MANAGEMENT (CONTINUED)
Various addendums to the coverage include:

1. Sewage Exclusion

2. Limited Liability Coverage for Terrorism — Modifies the Liability and Motor Vehicle
Physical Damage Coverage

3. Limited Property Coverage for Terrorism — Modifies the Property and Crime Coverage

The Authority’s liabilities for its share of losses are reported when it is probable that a loss has
occurred and the amount of the loss can be reasonably estimated. Liabilities can include an amount for
claims that have been incurred but not reported. Because actual claims liabilities depend on such
complex factors as inflation, changes in legal doctrines, and damage awards, the process used in
computing claims liability does not necessarily result in an exact amount. The Authority estimates that
the potential unpaid and unreported claims do not substantially exceed the amount of self-insurance
retention reserves available to pay claims.

The Authority carries commercial insurance for all other risks of loss, including workers’
compensation and employee health and accident insurance. Settled claims resulting from these risks have
not exceeded commercial insurance coverage in any of the past three fiscal years.

NOTE M — CAPITAL LEASE RESTATEMENT/DEBT REFUNDING

On February 28, 2005, the capital lease was restated to account for the component unit 1ssuing
£1,635,000 of Limited Obligation Revenue Refunding Bonds, Series 2005 (Refunding Bonds) to advance
refund 51,520,000 of Limited Obligation Revenue Bonds, Series 1994 (Original Bonds). The Autbority’s
lease was set up to be sufficient to provide for the principal and interest due on the Original Bonds and is
now set up for the Refunding Bonds.

The Original Bonds were set to mature at varying amounts on October 1, 2005 through
October 1, 2014 with interest rates ranging from 7% to 7.875% and were subject to an optional
redemption after October 1, 2004, but prior to October 1, 2006 at a premium of 2% of par. The
Refunding Bonds were issued with a discount of $7,181, and after issuance costs of §70,120 and a
deferred amount on refunding of $30,400, the net proceeds were $1,527,299. The discount, issuance
costs and deferred amount on refunding are being amortized over the term of the Refunding Bonds and
are accounted for in the financial statements of the component unit.

The effect of the capital lease being restated to reflect the principal balance increasing from
$1,520,000 to $1,635,000 is reported as a deferred amount on capital lease restatement and is being
amortized over the remaining term of the lease. The unamortized balance is reported as a deduction
against the capital lease receivable in the component unit’s financial statements and as a deduction
against the capital lease payable in the Authority’s financial statements.
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STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCIE
(BUDGETARY BASIS) AND COMPARISON WITH BUDGET

COMMUNITY MENTAL HEALTH AUTHORITY
Year ended September 30, 2006

Actual
Original Final (Budgetary
Budget Budget Basis)
Revenues:
Federal grants S 55213 % 50,373 % 58,194
State grants 875,753 914,887 961,814
Charges for services 4,917 900 5,066,197 4,916,347
Other 51,619 67.208 81.106
Total $ 5,900,485 § 6,098,665 § 6017461
Expenditures:
Current expenditure -
Health and welfare:
Board administration b 1,371,254  § 1,443,178 § 1,423,161
Preventicn grant 75,073 62,412 66,216
Clinicians 1,253,871 1,470,789 1,480,886
Professional Services 193,236 168,988 154,008
Vocational/Skil! Building Programs 467,267 424,190 402,130
State and Community Inpatient 383,767 643,411 611,815
Residential 2.206.844 2.145.697 2.102.491
Total § 5951312 § 6358665 %  6.240.707
Deficiency of Revenues Over Expenditures  $ (50,827) § (260,000) § (223,246)
Other Financing Scurce - transfer from
Gogebic County 117,500 117,500 111,625
Excess {Deficiency} of Revenues and Other
Financing Scource Over Expenditures  $ 66,673 § (142,500) § (111,621)
Budgetary fund balance at October 1, 2005 293.699 293.699 293.699
BUDGETARY FUND BALANCE
AT SEPTEMBER 30, 2006 § 360,372 § 151,199 § 182.078

The accompanying notes are an intcgral part of the
financial statements.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Members of the Board
Community Mental Health Authority
Wakefield, Michigan

We have audited the financial statements of Community Mental Health Authority (Authority), a
component unit of Gogebic County and its discretely presented component unit as of and for the year
ended September 30, 2006, and have issued our report thereon dated February 1, 2007. We conducted
our audit in accordance with auditing standards generally accepted in the United States of Amernica and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Authonty’s intemnal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the intemal control over financial
reporting. However, we noted a certain matter involving the internal control over financial reporting and
its operation that we consider to be a reportable condition. Reportable conditions involve matters cormng
to our attention relating to significant deficiencies in the design or operation of the intemal control over
financial reporting that, in our judgment, could adversely affect the Authority’s ability to record, process,
summarize and report financial data consistent with the assertions of management in the financial
statements.

Budget Requirements

Public Act 621 of 1978 requires local units of govemment to prepare and to
monitor their fiscal year budgets in accordance therewith. The Act provides that a local
unit nmust amend its budget if it becomes apparent that the local unit’s actual revenues
will deviate from those budgeted, or if the local unit’s expenditures will exceed the
amounts appropriated. During the year ended September 30, 2006, the Authority
monitored and amended its budget and was in substantial compliance with the Act except
for the following:
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Actual
(Budgetary Unfavorable

Budget Basis) Variance
Revenues - Charges for services $5,066,197 34916347 § 149850

We recommend that the Authority more closely monitor the budget and make
amendments as needed.

A material weakness is a condition in which the design or operation of one or more of the
internal control comporents does not reduce to a relatively low level the risk that misstatements in
amounts that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered to be material weaknesses.
However, we believe the reportable condition described above is not a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be
reported under Government Auditing Standards.

This report is intended solely for the information and use of the Board, management and

designated regulatory agencies and is not intended to be and should not be used by anyone other than
these specified parties.

Joki, ababa. £ follack, Prrc
Certified Public Accountants

Ironwood, Michigan
February 1, 2007



